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OUR FOREIGN TRADE AND PROSPERITY. 

BY PROFESSOR JOSEPH FRENCH JOHNSON, OF THE UNIVERSITY OF 

PENNSYLVANIA. 



The article by Mr. Oharles E. Flint on the "Business Situa- 
tion and Prospects in the United States," in the March number 
of the North American Keview, is a remarkable compilation of 
interesting facts and fallacious deductions. At a time when the 
United States is entering upon a new commercial career, it is of 
the utmost importance that our business men should have cor- 
rect ideas about their prosperity, and clear perceptions of the 
forces which may undermine its foundation. Mr. Flint's wide 
business experience and his familiarity with the facts of the 
commercial world give to his opinions, naturally and properly, 
great weight among business men. I think it worth while, there- 
fore, to call attention to dangerous fallacies in his article. 

Among political economists, Mr. Flint would be classed as an 
intelligent exponent of the old mercantilist school, whose peculiar 
doctrines about wealth and prosperity it was the mission of Adam 
Smith and John Stuart Mill to destroy. Mr. Flint's article is 
one loud hurrah over the fact that the exports of the United 
States far exceed its imports. His patriotic exultation is also 
encouraged by the newly-acquired position of our country as the 
leading gold producer of the world. Here are two unquestioned 
facts, and in Mr. Flint's opinion they prove the United States 
to be, not only the most prosperous nation in the world, but also 
the one whose prosperity in the future is least liable to over- 
throw. These conclusions are the threads upon which all the 
interesting facts of his article are strung. 

Let us first notice Mr. Flint's interpretation of our "favor- 
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able balance of trade." In 1900, this amounted to $649,000,000, 
that sum representing the excess of exports over imports. Says 
Mr. Flint: 

"In other words, we are paying our way as we go, living on the 
best, spending all the money we want for luxuries as well as necessi- 
ties, and still 'laying by,' like the thrifty Yankees that we are, at the 
rate of $54,000,000 a month. Every time the minute hand ticks a sur- 
plus reserve of $1,300 is posted to Uncle Sam's credit on the books of 
the world, after he has paid everything he owes in trade." 

Here is an attractive statement of the long-exploded doctrine 
that the "balance of trade" represents the profit and loss account 
of the national ledger. Nothing could be further from the truth. 
I am certain that Mr. Flint does not mean to imply that the 
increase of our national wealth hinges entirely on the turn which 
our foreign trade may take. Certain sentences in his article show 
his appreciation of the importance of our internal commerce, 
which is the real source of national income in a country like 
the United States. Important as is foreign commerce, its profits 
are a mere bagatelle compared with those accruing from in- 
ternal production and exchange. I have no doubt that Mr. 
Flint would admit this to be true; and yet the average reader 
will get the idea from his article that the growth of our wealth, 
our status as a world power, our command over the labor and 
luxuries of other peoples, must be measured by the excess of 
our exports over our imports. 

Consistently with this theory, Mr. Flint proceeds to set up 
the three richest countries of Europe as objects of pitiable con- 
templation. England, France, and Germany are on the down- 
ward path, forsooth, because their trade balances are unfavor- 
able. Mr. Flint says : 

"While the United States is piling up a credit balance of over six 
hundred millions a year, our three chief competitors for the trade of 
the world are writing a total of over one billion on the wrong side of 
the ledger. That the full significance of these figures may be appre- 
ciated they must be studied and analyzed. It is as if four houses were 
doing business side by side; one of these houses, the United States. 
after paying all its running expenses, has a balance in the bank of 
six hundred millions. In round numbers, while the other three houses 
have an aggregate loss to write up at the end of each year amounting 
to one thousand million dollars." 

Mr. Flint's analysis does not explain the true significance 
of the figures. England deserves congratulations because of her 
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so-called "unfavorable balance." So does France; so does Ger- 
many. The people of those countries, in past generations, have 
laid aside surplus pennies and centimes and pfennigs, the un- 
eonsumed profits of their factories, their agriculture, their ocean- 
carrying trade, and have loaned their accumulated savings to 
less-favored peoples in North and South America, in India, and 
in the Orient. While making these foreign investments, and 
before a large returning tide of dividends and interest set in, 
the exports of these countries were larger than their imports. 
Now the world is paying them tribute. From all quarters of 
the globe, ships laden with luxuries and necessaries are steering 
toward English, French, and German ports ; and sometimes their 
return voyage is with empty holds, because there is no balance 
to be settled. It would be difficult to find a country on the face 
of the earth whose people are not toiling, as it were gratuitously, 
for the benefit of those Englishmen, Frenchmen and Germans 
whom Mr. Flint would have us pity. The disparity between 
England's imports and exports furnishes no clue to her pros- 
perity. Knowing England's investments in various parts of the 
world, we can safely predict that, for many years to come, her 
imports will exceed her exports, no matter how much the latter 
may increase. With regard to England's welfare, we can say 
with confidence, on account of her limited resources, her insular 
position, and her climate, that any decline in her foreign trade 
on either side cannot be regarded as a cheerful indication. Eng- 
land depends much more on foreign trade than does the United 
States. Our country, with its variety of resources and climate, 
encompassing the torrid, the temperate, and the frigid zones, is 
practically independent of the world, and it might be pros- 
perous even though another ship never crossed the high seas. 

Mr. Flint is familiar with the resources of the United States. 
In his article he calls attention to them, and then draws the 
conclusion, from our possession of these resources, that the bal- 
ance of trade in our favor will increase steadily. This is an 
opinion which will not bear analysis. The United States cannot 
forever go on exporting more than it imports. Indeed, the tide 
must turn within not many years. Americans want payment 
for their products, and that payment must come in gold or goods, 
or remain a debt due us from foreigners. Very little of that 
debt can be paid in gold. The United States needs no more 
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gold than it produces. It produces a surplus of gold, as it 
produces a surplus of wheat. It is naturally a gold-exporting 
nation. So the payment must be made in goods, or in invest- 
ments. If in investments, the time cannot be far off when 
dividends and interest on those investments in foreign countries 
will flow in toward the United States, just as now dividends and 
interest payments are moving toward France, Germany, and 
England. It is absurd to suppose that any country can always 
be investing and never demand returns on its loaned capital. 

The United States, according to Mr. Flint, has become a 
creditor nation because of its favorable balance of trade. Here 
he gets the cart before the horse. A creditor nation is one 
which lends to its neighbors. No nation will lend to foreigners 
if it can get a better rate of interest at home. The United 
States is loaning money to Europe, because European borrowers 
are now paying a higher rate of interest than American bor- 
rowers. There could be no other reason why the banks of New 
York should leave balances in Europe. What has given rise 
to the disparity between interest rates in the United States and 
Europe? The accumulation of capital in the United States, 
and the absorption of European capital during recent years in 
wars and in various industrial enterprises, of which the Siberian 
Railway is the most notable. The United States has become a 
creditor nation, because capital is relatively more abundant in 
the United States than in Europe, and not because it has man- 
aged to sell more to Europe than it has bought. As a matter of 
fact, our favorable balance of trade, in relation to our position 
as a creditor nation, is a result and not a cause. The disparity 
between our exports and imports has been growing in recent 
years, because of the fact that we were willing to lend capital 
to Europe, our investors and bankers realizing there four and 
five per cent, at times when three per cent, could barely be got 
at home. The excess of exports from the United States, while 
evidence that our manufacturers are getting the advantage in 
many fields over foreign competitors, also proves that the United 
States, by the development of its internal resources, by the 
genius of its people for invention, and as a result of its efficient 
labor, has accumulated more capital than its entrepreneurs can 
employ, has ceased to be a borrower, and is supplying the capi- 
tal — that is, machinery and foodstuffs — for the development of 
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other countries. Its so-called "favorable balance," in other words, 
is growing because it has become a creditor nation. In time, the 
tide will turn, and ships laden with goods representing interest 
and dividends, will turn toward New York from the ports of 
the world. Our imports may then exceed our exports, yet the 
United States will be none the less a creditor nation. 

I am unable to discover the basis for Mr. Flint's belief that 
American prosperity will last longer than Europe's. He says : 

"This is so well understood abroad that foreigners are everywhere 
eager seekers for our securities. Since the last election there has 
been a rush for American investments unparalleled in history. All 
over the world capital is anxious to go into partnership with Ameri- 
can industrial enterprises." 

I am disposed to question these statements. If it is true 
that foreigners are investing capital at an unprecedented rate in 
the United States, then I must confess inability to explain the 
growth of our exports, and I can discover no reason for calling 
the United States as yet a creditor nation. Why should we lend 
money to foreigners at a time when our own enterprises are so 
attractive that they draw foreign capital over to us ? 

At a time when every good American is anxious to see New 
York the financial center of the world, any explanation of Lon- 
don's proud position in that respect is worthy of attention. Mr. 
Flint's explanation contains more patriotism than logic. In 
his opinion, London's status, as the financial center of the world, 
could not be maintained if England did not have large invest- 
ments in the United States and were not drawing something like 
two hundred millions a year out of our people on account of 
ocean freights and foreign travel. "She gets from these sources," 
Mr. Flint remarks, "in a measure, what she loses in the balance 
of trade." I am unable to follow this reasoning, or to see any 
possible connection between the facts and the conclusions. Lon- 
don's position as a financial center is due to the fact that she 
is also the commercial center. London is called the financial 
center merely because bills of exchange on London are the most 
acceptable bills anywhere created. They do not owe their accept- 
ability to chance, or to the wealth of England, or to England's in- 
vestments in the United States. Their acceptability has a com- 
mercial origin. English ships have long been going into all the 
ports of the world, and English manufacturers have been of 
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necessity seeking markets in every land. Everywhere on the 
globe, one finds business men dealing with London, just as in the 
United States one everywhere finds business houses engaged in 
transactions of one kind or another with New York firms. Thus 
London exchange is in demand in all markets. For this reason, 
and for no other, London has become known as the financial 
center. New York cannot wrest the title from London until 
American manufacturers have found customers in every land. 

American business men must not place too much confidence 
in Mr. Flint's assertion that "our prosperity is built on lines 
that place us beyond the competition of the world." In his 
opinion, we have Europe practically at our mercy, for she depends 
upon us for the necessaries of life, whereas we buy from Euro- 
peans, in the main, only luxuries. "We send them," he says, 
"one hundred pounds of produce, and they give us in return a 
few ounces of fizz and feathers. This gives us control of the 
situation." It is but a short step from this epigram to the con- 
clusion that the United States is under no obligation to Europe 
for the prosperity which it enjoys. Even if Europe, says Mr. 
Flint, should organize an "economical alliance" for the purpose 
of shutting out American goods, Europe alone would suffer; if 
we lost our foreign markets our mills and factories "would still 
be kept busy supplying the needs of our own people." Mr. Flint 
here reaches a conclusion diametrically opposed to the one which 
constitutes the main thesis of his article. In the first place, 
he finds Uncle Sam's profits to be measured by the excess of 
exports over imports; in the end, he concludes that the old gen- 
tleman's business would not suffer if he exported no goods at all. 
Mr. Flint cannot be right in both of these positions. As a 
matter of fact, both of them are erroneous. 

Erroneous views with regard to the nature and indications of 
prosperity are always likely to work mischief. In these times of 
world markets, when our mines and factories are turning out 
products for consumers in remote lands, it is of the utmost im- 
portance that business men should read the signs of the times 
aright. If every sailor had implicit confidence in the traditional 
promise of the rainbow, or believed that every black cloud meant 
a hurricane, the world's commerce would come to a standstill. 
Business enterprises must likewise suffer if men misread the 
portents in the financial sky. A mistake is always costly. A 
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man who contracts his operations through baseless fear of ad- 
versity loses the profit he might have made, deprives his workmen 
of their means of subsistence, and so helps to turn imaginary 
panic into actual disaster. The notion that the prosperity of 
the United States is to be measured by the excess of its exports 
over its imports, is not merely a harmless error in economies. 
It is an error which may do mischief in the business world. In 
a few years, if present conditions continue and are correctly un- 
derstood, the Old World will be largely in our debt, and, as I 
have pointed out, will be shipping to us large quantities of goods 
in payment of the interest and dividends on our investments 
abroad. .Our imports will gradually swell until they exceed our 
exports. In this change of the balance from the so-called "favor- 
able" to the "unfavorable" side, there will be no cause for dis- 
satisfaction or foreboding. 

On the other hand, there may be, within the next two or three 
years, a change in the relative proportion of exports and imports, 
which will be due to conditions calculated to give our manufac- 
turers serious apprehension. During the last few years, Europe 
has been a good customer. She has borrowed money of us and 
then bought our goods. Her people have been enjoying, since 
1894, an era of unprecedented prosperity. The new gold of 
South Africa has gotten into the channels of circulation, lifted 
prices, and stimulated industry. But Europe will not always 
be willing to borrow, nor will she always be able to huj extrav- 
agantly. The touch of hard times already lies hard upon Ger- 
many. Tons of manufactured products stamped "Made in Ger- 
many" are likely to be thrown upon the world's markets during 
the next year and sold at cost, because the producers are forced 
to liquidate and pay their bills. Forced sales of a bankrupt stock 
always lower prices and injure all competitors. The United 
States cannot help feeling the effects of the industrial collapse 
in Germany, and if that is followed by paralysis in France, 
England, and other European countries, the people of the United 
States, unless they find compensating markets in South America 
or the Far East, are liable in a year or two to have in their ware- 
houses large stocks of unsalable goods. Then our exports will 
diminish, and our imports quite probably will increase. Here, 
indeed, would be a condition that might well cause the American 
entrepreneur to consider well his risks and take in some of his 
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canvas. Under the present economic adjustment, American pros- 
perity cannot properly be called independent of Europe. Europe 
is our largest customer. Our total exports in 1900 amounted to 
$1,394,000,000. Of this amount about $1,000,000,000 went to 
European ports. For us it is of the utmost importance that 
Europe shall be prosperous and solvent. 

I have briefly described two sets of conditions which might 
produce a change in our balance of trade from "favorable" to 
"unfavorable." In the one case, the change would result from 
the world's continued prosperity, from the uninterrupted growth 
of our own industries, and from the increasing flow of American 
capital into foreign enterprises. In the change so produced, 
there would be no threat of disaster for us. On the other hand, 
the change might be due to the poverty of our European custom- 
ers, to their inability to buy at as good prices as our own people 
would pay at home, and to our willingness and ability to pay 
more for their goods than their own people could pay. While 
this reversal of our foreign trade statistics would be no evidence 
of adversity in the United States, it would nevertheless contain 
a warning of derangement in the world's markets; and the 
United States, like every other nation, would be obliged to pause 
and wait for demand to overtake supply. 

It is the height of folly for us to imagine that our good 
times are independent of Europe, because our imports consist 
mainly of "fizz and feathers," which we can easily go without. 
The United States comes nearer being a complete economic unit 
than any other country in the world; its soil and climate could 
be made to yield almost all the necessaries and luxuries which 
the people consume. But under the present economic adjust- 
ment, with capital invested as it now is, we are not in a position 
to talk about independence. We are making things we do not 
want, and we want things we do not make. From the point of 
view of independence, I cannot discover that the seller has any 
advantage over the buyer. Each is in absolute need of the other. 

During the greater part of the nineteenth century, the United 
States imported capital from the old world. Its industries 
yielded the highest net returns. That was why capital came 
here. Its coming was a sign of exuberant health and buoyant, 
well-founded hope. It was one evidence of our prosperity. If 
our country had been meagre in resources, if our people had not 
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been large producers and generous buyers, investments in the 
United States would not have paid and foreign capital would 
not have come. In those years, the imports of the United States 
far exceeded the exports. The excess of imports, roughly speak- 
ing, represented the amount of capital we were borrowing from 
Europe. If one nation borrows from another, the loan must 
always take concrete shape in either gold or goods. We took 
our borrowed capital mainly in goods. In the last quarter of 
the century, the proportion of foreign capital invested in new 
enterprises declined, and at the same time our factories and farms 
and mines and forests began sending dividends and interest to 
foreign stockholders and bondholders. We could not have paid 
those dividends in gold. To have done so would have exhausted 
our stock of the yellow metal in a few years. We made the 
payments in the produce of our lands and in the products of 
our factories. As a necessary consequence of these payments, 
our exports of merchandise have for thirty years been in excess 
of our imports. During the last three years, this excess has 
reached a figure so enormous that one is almost forced to conclude 
that the American people are paying back the principal of their 
indebtedness, and are now even lending in the very markets where 
they borrowed ten years ago. How long the tide will run in this 
direction nobody can prophesy with confidence. Much of the 
capital of Europe, during recent years, has been wasted — eco- 
nomically speaking — on battleships, military armaments, and 
costly campaigns in remote countries. The resultant high rate 
of interest in Europe, the magnet which has drawn American- 
capital abroad, may be temporary. If so, then the restoration of 
peace will restore the old order of things, with capital cheaper 
in Berlin and London than in New York and Chicago. Ameri- 
can capitalists, always looking for the highest rate of profit, will 
then seek investments in the United States, or in the rich coun- 
tries of Central and South America. On the other hand, if 
capital is to continue scarce in Europe and abundant in the 
United States, then it will appear that we have become, interna- 
tionally speaking, a creditor nation. We shall have a surplus of 
capital and shall go on exporting it, for the same reason that 
we have long had a surplus of wheat and have long exported it — 
namely, because it is worth more abroad than at home. 

Joseph French Johnson. 



